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ART WORK COURTESY OF CALIFORNIA’S EDUCATORS

The 2000 Comprehensive Annual Financial Report features works of art by current and
retired California educators. These works were exhibited in the Member Art Gallery
established in the new Board Room suite, which opened in July 2000. The 60-foot-
long gallery presents exclusively works of art by CalSTRS members and Cash
Balance Benefit Program participants. The exhibits are changed quarterly.

Interested artists may get more information on offering their art for consideration
by contacting Peggy Plett, CalSTRS Deputy Chief Executive Officer,
Administration at pplett@calstrs.ca.gov.
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CEO LETTER OF TRANSMITTAL

December 20, 2000
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California State Teachers’ Retirement System
Post Office Box 15275
Sacramento, CA 95851-0275

am pleased to present the Comprehensive Annual Financial Report of the California

State Teachers’ Retirement System for the fiscal year ended June 30, 2000. The report
is intended to provide complete and reliable information as a basis for making manage-
ment decisions, determining compliance with legal provisions and determining responsible
stewardship of the Teachers’ Retirement Plan and the CalSTRS 403(b) Program. Please
note the Teachers’ Retirement Plan consists of the Defined Benefit and Cash Balance
Benefit programs.

I believe this report will be helpful to the California Legislature, CalSTRS members and
other interested parties in understanding the California State Teachers’ Retirement
System, established by law in 1913 to provide retirement benefits to California’s public
school educators. Responsibility for both the accuracy and completeness of the financial
data and the fairness of the presentation rests with me and the management of CalSTRS.

The events and developments of the year mark a threshold for CalSTRS. Thanks to
excellent investment returns and the achievement of a fully funded status, CalSTRS is
entering a time of increased opportunities for the members. Those members, as of June
30, 2000, included employees of approximately 1,160 school districts, community college
districts, county offices of education and regional occupational programs (listed starting

page 80).

The 2000 CAFR consists of five sections:

The introductory section contains this letter of transmittal, the administrative organiza-
tion, report of the Teachers’ Retirement Board chairperson and a review of CalSTRS
achievements and activities.

The financial section includes the report of the independent auditor, the system’s finan-
cial statements and supplemental information for the Teachers’ Retirement Plan and

CalSTRS 403(b) Program.

The investment section contains a consultant’s report summarizing investment activity,
an explanation of investment policy, portfolio performance information and various
investment schedules for the Teachers’ Retirement Plan. Investment of the Cash Balance
Benefit Program contributions is also discussed. Investment information is not included
for the CalSTRS 403(b) Program since all investments are member-directed into mutual
funds.

The actuarial section includes the actuary’s certification letters and summaries for both
the CalSTRS Defined Benefit and Cash Balance Benefit programs, in addition to the

results of the latest actuarial valuations.

The statistical section includes information on the CalSTRS Defined Benefit Program,
Cash Balance Benefit Program and CalSTRS 403(b) Program.
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ACCOUNTING AND REPORTING

CalSTRS accounting records are maintained on the

accrual basis of accounting. Member contributions are
recognized in the period in which the contributions
are due. Employer and state contributions are
recognized when due and the employer or state has
made a formal commitment to provide the contribu-
tions. Benefits and refunds are recognized when due
and payable in accordance with the CalSTRS retire-

ment programs.

Sufficient internal accounting controls exist to provide
reasonable assurance regarding the safekeeping of
assets and fair presentation of the financial statements
and supporting schedules.

For the reporting period ended June 30, 2000, the
Teachers’ Retirement Plan consists of the Defined
Benefit and Cash Balance Benefit programs.

REVENUES

Actual member and employer contribution rates for
both the Defined Benefit and Cash Balance Benefit
programs are set by the Teachers’ Retirement Law, a
part of the Education Code, which assigns the
authority to establish contribution rates to the state
Legislature.

Defined Benefit and Cash Balance Benefit programs’

contributions and investment income for the fiscal

year ended June 30, 2000, totaled $16.753 billion.

California State Teachers’ Retirement System

MemberyParticipant $ 1.532 billion
Employer $ 1,590 billion
State $ 0.939 billion
Investment and other $12.690 billion

CalSTRS 403(b) Program

Participant contribution limits are set by the Internal
Revenue Code. Contribution and investment income

for fiscal year ended June 30, 2000, totaled $16.908

million.

Participant $13.792 million
Investment $3.116 million
EXPENSES

The total Defined Benefit and Cash Balance Benefit
programs’ expenses for the year were $3.756 billion,
which included benefit payments, refund of contribu-
tions to terminated members/particpants and the cost
of administering the system. Administrative expenses
are allocated through an annual budget approved by
the Teachers” Retirement Board.

CalSTRS 403(b) Program

Total expenses for the year ended June 30, 2000,
totaled $2.726 million, which included recurring
annuities and administrative expenses.

INVESTMENTS

CalSTRS is dedicated to obtaining the highest
possible return on its investments of fund assets, given
an acceptable level of risk. The CalSTRS Investment
Management Plan incorporates strategies that
accomplish Teachers’ Retirement Board direction.
Reducing the system’s funding costs, within prudent
levels of risk, diversification, and reduction of costs
associated with managing the system assets are
measures that have contributed to a solid investment
portfolio.

The market value of the CalSTRS investment portfo-
lio reached $112.6 billion on June 30, 2000. The
$112.6 billion represented a gain of $12.7 billion over
the same period last year. This dollar gain represented
a return of nearly 13 percent, outperforming its
benchmark by more than 200 basis points, adding
more than $2 billion to the fund. Several asset classes
exceeded their benchmarks, with exemplary perfor-
mance shown by the Domestic and Private Equity
segment. These strong results allowed CalSTRS’




ASSET ALLOCATION (6/30/00)
Total investment portfolio of $112.6 billion

Real Estate 3.3%
\ Liquidity 0.8%

Alternative
Investments
4.6%

Fixed
Income
24.3%

International / Domestic

Equities Equities
25.3% 41.7%

CALSTRS RaTED WELL
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portfolio to finish in the 25th percentile in its peer
group of large public funds. This marks the second
consecutive period in which CalSTRS finished in the
top quartile of Public Funds with assets in excess of

$1 billion.

Funbping

The most recent actuarial Valuation, for the fiscal year

ended June 30, 1999, shows the Defined Benefit
Program is fully funded, having 104 percent of the
funds needed to pay the cost of the benefit plan in
effect in 1998. Under state law, the Defined Benefit
Program receives state General Fund contributions
set at a percentage of the prior calendar year's
member payroll. With the program fully funded, the
amount received from the state was reduced since
funding for any shortfall was no longer needed (see

page 62).

Karen Bruce, Portrait, Monotype, 1992, Sierra College, Rocklin

The CalSTRS portfolio finished in the 25th percentile

in its peer group of large public funds.
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INITIATIVES

The health care benefits project is an extremely

important initiative. In 1998, legislation passed
requiring CalSTRS to study the feasibility of provid-
ing health care benefits to active members and benefit
recipients. The initial focus resulting from this study
will be providing premium-free Medicare Part A for
those retired members otherwise not eligible for it.

CalSTRS is in the final stages of establishing a new
and more flexible database management system that
will enhance service to members and support future
CalSTRS projects. Conversion to the new system is

scheduled for March 2001.

AWARDS

The Government Finance Officers Association of the
United States and Canada awarded a Certificate of
Achievement for Excellence in Financial Reporting to
the California State Teachers’ Retirement System for
its comprehensive annual financial report for the year
ended June 30, 1999. The Certificate of Achievement
is a prestigious national award recognizing conform-
ance with the highest standards for preparation of
state and local government financial reports.

To be awarded the Certificate of Achievement, a
government unit must publish an easily readable and
efficiently organized comprehensive annual financial
report, whose contents meet or exceed program
standards. This report must satisfy both generally
accepted accounting principles and applicable legal
requirements. A Certificate of Achievement is valid
for a period of one year only. The California State

California State Teachers’ Retirement System
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Teachers’ Retirement System has received a Certifi-
cate of Achievement for the last three years. We
believe our current report continues to meet the
Certificate of Achievement Program requirements and
are submitting it to GFOA for consideration again
this year.

CalSTRS also was awarded the Public Pension
Coordinating Council’s Public Pension Principles
Achievement Award in 1998. This two-year award is
for achievement of high professional standards for
public employee retirement systems. The award is
based on compliance with principles that support
retirement system achievements in the areas of
benefits, actuarial valuations, financial reporting,
investments and disclosures to members.

ACKNOWLEDGMENTS

The compilation of this comprehensive annual
financial report reflects the combined effort of
CalSTRS staff under the leadership of the Teachers’
Retirement Board. I commend their efforts on
creating another outstanding report. In addition, I
take this opportunity to express my gratitude to the
staff, advisors and the many other people and organi-
zations who have worked so diligently to assure the
successful operation of the California State Teachers’
Retirement System.

Respectfully submitted,

James|D. Mosman

Chief Executive Officer




TEACHERS' RETIREMENT BOARD

Emma Y. Zink,
Chairperson

(K-12 Classroom Teacher)
San Diego

Term:
November 6, 1991 to
November 7, 1995*

Lillian Raffel

Vice Chairperson
(School Board Member)
Beverly Hills

Term:
September 10, 1996 to
September 6, 2000

Marty Mathiesen
(Syostem Retiree)
Los Altos

Term:
June 4, 1996 to
June 16, 2000*

George W. Fenimore
(Public Representative)
Los Angeles

Term:
December 24, 1992 to
November 7, 2001

Yvonne Gallegos
Bodle

(Community College
Instructor)

Ventura

Term:
September 10, 1996 to
September 6, 2000

* Member continueds to serve at Governory discretion.

Gary Lynes
(K-12 Classroom
Teacher)
Hillsborough

Term:
December 1994
to December 30, 1998 *

Delaine Eastin
Superintendent of
Public Instruction
Ex-Officio Member

Kathleen Connell
State Controller
Ex-Officto Member

Phil Angelides
State Treasurer
Ex-Officto Member

B. Timothy Gage
Director; Department
of Finance

Ex-Officio Member

Vacant
(Insurance Offictal)

Vacant
(Banking Official)

NOILDNAOYLNI



EXECUTIVE STAFF

AS OF JUNE 30, 2000

California

ARVARYAR A

James D. Mosman
Chief Executive Officer

Patrick Mitchell
Chief Investment

Officer

Elleen Okada
Director of Investment
Administration and
External Relations

Investments

Director
START Project

Kenneth L. Costa

External Affairs and
Program Development

Michael J. Carter

Peggy A. Plett

Deputy Chief Deputy Chief
Executive Officer Executive Officer
Administration Client Benefits

California State Teachers’ Retirement System

and Services

Ed Derman Christopher Waddell
Deputy Chief Chief Counvel
Executive Officer Legal Office

Laurence P.
Martin
Deputy Chief
Executive Officer
Information and
Financial Systemos



PROFESSIONAL SERVICES
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CalSTRS contracts for the services of various
independent consultants essential to the effective and
professional operation of the system. Milliman and
Robertson Inc. provides actuarial services and the
independent auditor is PricewaterhouseCoopers, LLP.
Lists of investment professionals for investment
services and other consultants are provided on
schedules four and five in the financial section of the
report. A partial list of independent consultants is
shown below.

B PricewaterhouseCoopers, LLP
B Milliman and Robertson Inc.
B Hogan and Hartson

B Willilam M. Mercer Inc.
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REPORT OF THE CHAIR

O n behalf of the Teachers’ Retirement Board, 1
am pleased to present the California State
Teachers’ Retirement System 2000 Comprehensive
Annual Financial Report.

This report will illuminate CalSTRS’ continuing
excellent investment returns, which have provided
outstanding opportunities to improve the retirement
benefits of California’s educators.

While I am most happy about the ongoing progress in
benefits and investment growth, I am also proud of
the strides CalSTRS has made with the newest
communication tool —the Internet. As a teacher, 1
understand the essential role this technology plays in
our society. Our members must have ready access to
their retirement system so they can make informed
decisions regarding their future.

The CalSTRS Web site is an excellent method of
communication. In fact, it was recently cited by an
independent party* as outstanding in the areas of
substance, functionality, logical format and user
friendliness. CalSTRS participates in an annual
benchmarking effort with 17 major retirement systems
worldwide and it was through this process CalSTRS
was ranked among the top five.

Since its debut in April 1996, the number of visits, or
“hits,” to the Web site has increased from fewer than
5,000 to approximately 38,000 this past year. New
features for the Web site are constantly in develop-
ment and added as soon as possible. Our aim is to
make the Web site an innovative, interactive and
dynamic means of communicating with CalSTRS
members and interested parties.

Currently at the Web site, one can view and print
more than 100 megabytes of data, a veritable wealth
of information about CalSTRS, benefits and pro-
grams, legislation, publications and forms.

Recently, we implemented interactive features that
allow CalSTRS to offer audio and video productions
on the Web site and the ability to conduct secure
transactions over the Web. This considerably expands
our ability ultimately to provide around-the-clock
access to CalSTRS and a member’s own account
information.

Right now members can contact CalSTRS regarding
account information by completing an online e-mail

California State Teachers’ Retirement System
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form and forwarding it to CalSTRS electronically.
This process insures the security of the member’s
confidential information. The member will get a
response by telephone or e-mail in approximately
three days.

Proposed Web site features include secure online
transmittal of Cash Balance Benefit Program contri-
bution balance, secure online viewing of Defined
Benefit account statements and secure online access to
the participant’s Cash Balance account and benefit
enhancements to come. In the not too distant future,
we hope members will be able to complete the entire
retirement process online, if this is their preference.

In addition, the financial education and retirement
planning information online is planned to expand to
include the ability to determine the assets necessary to
continue your pre-retirement standard of living, the
immediate actions to take for a secure retirement
future and how to make informed decisions about

CalSTRS benefit options.

As computer technology evolves, CalSTRS will
continue to keep pace in our drive to provide world-
class service to California’s educators.

Respectfully submitted,

Emma Y. Zink g%

Teachers’ Retirement Board, Chairperson

#*Cost Effectiveness Measurement Inc.




YEAR IN REVIEW

Membership

Membership in the CalSTRS Defined Benefit
Program includes California public school employees,
kindergarten through community college, who teach,
are involved in the selection and preparation of
instructional materials, or are supervising persons
engaged in those activities.

Membership is in effect as long as the contributions
remain on deposit with the program.

Members are employed in approximately 1,160 public
school districts, community college districts, county
offices of education and state reporting entities in
California. The CalSTRS Defined Benefit Program
includes service retirement, benefits for survivors and
disability benefits.

A beneficiary of a retired member who has elected a
joint and survivor option receives a continuing
lifetime allowance upon the retired member’s death.

As of June 30, 2000, there were a total of 496,110
active and inactive members and 165,282 retired
members, disability and survivor benefit recipients.
The combined total of members and benefit recipients
equals 661,392, an increase of 28,603 more than the
previous fiscal year.

(The audit report of the independent auditors,
presented in the financial section, contains Defined
Benefit Program membership data as of June 30,
1999, due to the timing of that report.)

Benefits to Members
and Benefit Recipients

SERVICE RETIREMENT

CalSTRS desires the retirement process to be
positive, rewarding and comfortable for the members.
CalSTRS believes fast, accurate and efficient benefit
payments are fundamental to achieving this goal.

Of the 7,216 members who retired in 1999-00 fiscal
year, 97 percent received his or her first benefit
payment within the CalSTRS-established goal of
issuing payment within 30 days following the person’s
retirement date (or after receipt of the completed
application). CalSTRS’ 30-day goal exceeds the

4 5—day standard mandated by law.
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SURVIVOR BENEfiTS

CalSTRS received 5,673 survivor benefits applications.
Of the applications received, 99 percent were processed
within the 45-day legislative standard and 94 percent
were processed within 30 days.

DisABILITY

The Disability Services Section received 648 disability
applications during 1999-00. This represents an increase
of more than 20 percent from the previous year.

Even with the increase, staff processed 99 percent of
all applications within six months from the date of
receipt with more than 80 percent processed within a
four-month time frame. The Initial Review team
continues to process 100 percent of the initial
disability payments within 10 working days from
receipt of all necessary information.

The work of the Continuing Qualifications and
Vocational Rehabilitation programs resulted in an
annual savings of more than $2.8 million to the system.

Services to Members and Beneficiaries

PuBLIC SERVICE

Public Service staff answered 206,344 calls and the
CalSTRS automated attendant telephone system
received 72,715. The automated interactive telephone
system, Teletalk, received 33,609 calls. CalSTRS is
proud of the fact that 97.4 percent of the telephone calls
handled by staff were answered in the initial call, thus
avoiding the need to call back the member. According
to a comparative study of telephone service, this
performance level rates as a “best in class” practice.

California State Teachers’ Retirement System
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Ninety-three percent of all calls were answered within
3 minutes or less. On average, callers waited less than
a minute.

In addition, the Public Service Office received 9,227

pieces of correspondence.

MEMBER COMMUNICATION

CalSTRS communicates with members and
beneficiaries through the Bulletin and the Retired
Educator. The Bulletin is mailed twice a year to active
and inactive members. It contains information from
CalSTRS Chief Executive Officer and the Teachers’
Retirement Board. Also presented are legislative
summaries and discussions of educator issues.

The Retired Educator is mailed twice a year to retired
members and benefit recipients. It contains issues and
information of special interest to them.

A detailed program book and single-topic brochures
are mailed upon request, given to members during
personal interviews and are available to employers and
employees by mail or telephone request. CalSTRS
mails the New Member Guide to newly hired educators.

CALSTRS INTERNET WEB SITE

The CalSTRS Web Site is intended to provide
information for members, employers and CalSTRS’
business partners. The CalSTRS Web Site includes
many useful features, such as the Retirement Benefit
Calculator, which allow members to estimate their
retirement benefit; an online feedback form; and the
Employer Page to provide county and school district
personnel with pertinent information. A variety of




other topics, ranging from the monthly Teachers’
Retirement Board agenda to various CalSTRS
publications are updated throughout the year.

FinanciAL EDUCATION PROGRAM
Thirty-three Financial Education Program workshops
were presented around the state under this program.
Information regarding CalSTRS benefits, financial
planning and applicable Social Security provisions were
presented to more than 1,000 members and their guests.

RETIREMENT PLANNING WORKSHOPS
Personal retirement benefit interviews were provided
to 28,468 members. In addition, 455 workshops
covering retirement, disability and survivor benefits
were presented to 12,838 members. These interviews
and workshops allow members a chance to have direct
contact with staff who answer their questions.

Services to Employers, Member

and Client Organizations

The Employer Advisory Committee is composed of
county and district employer representatives and
CalSTRS staff. The Client Advisory Committee
includes CalSTRS staff and members of various
organizations representing CalSTRS members and
benefit recipients.

These committees meet regularly to provide a forum
for active participation in the formation of CalSTRS
policies and procedures in areas of information
dissemination, benefit plan administration and service
to members and beneficiaries.

Reaching consensus with the two committees on
legislative proposals, as well as policy issues, is

NOILDNAOYLNI

important to the Teachers” Retirement Board.
Therefore, staff has also scheduled special meetings
and has worked closely with both committees on plan
design and other crucial member and employer issues.

Annually, CalSTRS staff conduct an Employer
Institute, with one session presented in southern
California and another in northern California.
CalSTRS processes, laws and policies are discussed
with employer staff, giving an opportunity for
CalSTRS and employers to exchange information.

CalSTRS staff also conduct field visits to individual
counties and school districts. The purpose of the visit
is to provide specific information to the employer
regarding CalSTRS’ data reporting process. In
addition to the reporting procedures, staff discuss the
use of the Remote Employer Access Program that
allows the employer direct access to the CalSTRS
database for verification and review of the member’s
service and contribution records, thereby improving
the accuracy and timeliness of the reporting process.

Teresa Taranto, Heartbeat, Batik, collage, graphite,
10"x14”, 2000, Rio Linda High School, Sacramento




FiINANCIAL

“An audit includes examining, on a test basis, evidence supporting the amounts and
disclosures in the financial statements, assessing the accounting principles used and
significant estimates made by management, and evaluating the overall financial

statement presentation.”

— PriceWaterhouseCoopers LLP



REPORT ON AUDITS OF COMBINED FINANCIAL STATEMENTS
AND SUPPLEMENTAL INFORMATION

AS OF JUNE 30, 2000, AND FOR THE YEAR THEN ENDED

Report of Independent Accountants

To the Teachers' Retirement Board
California State Teachers' Retirement System

In our opinion, based upon our audit and the report of other auditors, the accompanying combined
statements of plan net assets and the related combined statements of changes in plan net assets present
fairly, in all material respects, the plan net assets of the California State Teachers' Retirement System
(System), a component unit of the State of California, as of June 30, 2000, and the changes in plan net
assets for the year then ended in conformity with accounting principles generally accepted in the United
States of America. These financial statements are the responsibility of the System's management; our
responsibility is to express an opinion on these financial statements based on our audit. We did not
audit the financial statements of the System's 403(b) Program. Those financial statements were audited
by other auditors whose report thereon has been furnished to us, and our opinion on those financial
statements is based solely on the report of the other auditors. We previously audited and reported on
the financial statements of the System for the year ended June 30, 1999, the reporting entity totals of
which are included for comparative purposes only. We conducted our audit of the financial statements
in accordance with auditing standards generally accepted in the United States of America, which
require that we plan and perform the audit to obtain reasonable assurance about whether the financial
statements are free of material misstatement. An audit includes examining, on a test basis, evidence
supporting the amounts and disclosures in the financial statements, assessing the accounting principles
used and significant estimates made by management, and evaluating the overall financial statement
presentation. We believe that our audit and the report of the other auditors provide a reasonable basis
for the opinion expressed above.

Our audit was made for the purpose of forming an opinion on the financial statements taken as a whole.
The supplemental information included in Schedules I and II is required under GASB Statement No.
25, Financial Reporting For Defined Benefit Pension Plans and Note Disclosures for Defined
Contribution Plans. The supplemental information included in Schedules III through VI is presented
for purposes of additional analysis and is not a required part of the financial statements. Such
information as of and for the years ended June 30, 2000, 1999, 1998, 1997, 1996 and 1995, has been
subjected to the auditing procedures applied in the audits of the financial statements and, in our opinion
and based on the report of other auditors, is fairly stated, in all material respects, in relation to the
financial statements taken as a whole from which it has been derived.
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September 25, 2000
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California State Teachers' Retirement System
Combined Statements of Plan Net Assets

As of June 30, 2000

With reporting entity totals as of June 30, 2000 and 1999

(Dollars in Thousands)

Assets
Investments, at fair value:
Short-term
Debt securities:
Domestic
International
Equities:
Daomestic
International
Alternative
Real estate
Securities lending collateral

Total investments
Cash

Receivables:
Investments sold
Foreign currency exchange contracts
Interest and dividends
Member/employer and other

Total receivables
Other assets

Total assets

Liabilities
Payable for investments purchased
Payable for foreign currency
exchange contracts
Benefits in process of payment
Other liabilities
Securities lending collateral

Total liabilities

Net assets held in trust for pension
benefits (a schedule of funding
progress is presented in Schedule I)

State
Teachers'
Retirement 403(b) Reporting Entity Totals
Plan Program 2000 1999

$ 1,559,699 $ 17,039 §$§ 1,576,738 $ 1,033,775
27,236,000 691 27,236,691 25,109,914
22 36 58 11,639
46,691,549 29,591 46,721,140 45,933,482
26,956,087 2,175 26,958,262 22,758,212
5,105,654 - 5,105,654 2,581,794
3,771,458 - 3,771,458 2,169,967
16,107,099 - 16,107,099 15,516,345
127,427,568 49,532 127,477,100 115,115,128
3,234 - 3,234 1,932
1,941,810 204 1,942,014 521,274
1,991,213 - 1,991,213 1,582,431
475,596 571 476,167 437,451
406,698 116 406,814 311,857
4,815,317 891 4,816,208 2,853,013
338 - 338 273
$132,246,457 $ 50,423 $132,296,880 $117,970,346
$ 1,116,018 $ - § 1,116,018 § 637,710
1,976,317 - 1,976,317 1,536,673
69,959 - 69,959 311,551
195,376 42 195,418 147,141
16,107,099 - 16,107,099 15,516,345
19,464,769 42 19,464,811 18,149,420
$112,781,688 $ 50,381 $112,832,069 $ 99,820,926

The accompanying notes are an integral part of these financial statements.




California State Teachers' Retirement System
Combined Statements of Changes in Plan Net Assets
For the year ended June 30, 2000

With reporting entity totals for the years ended June 30, 2000 and 1999

(Dollars in Thousands)

Additions
Contributions:
Members
Employers
State of California

Total contributions

Investment income:

Net appreciation in fair

value of investments

Interest, dividends and other

investment income

Securities lending income

Less investment expenses:
Cost of lending securities
Other

Net investment income
Other income
Total additions

Deductions

Retirement, death and survivor benefits
Refunds of member contributions
Purchasing power benefits
Administrative expenses

Interest expense

Total deductions
Net increase

Net assets held in trust for pension
benefits:

Beginning of year
End of year

State

Teachers'

Retirement 403(b)
Plan Program

$ 1532380 § 13,792

Reporting Entity Totals

2000

$ 1,546,172

1999

$ 1,433331

1,590,891 - 1,590,891 1,476,228
939,232 - 939,232 350,175
4,062,503 13,792 4,076,295 3,259,734
9,836,172 384 9,836,556 8,907,827
2,860,459 2,732 2,863,191 2,875,811
956,356 - 956,356 902,503
(901,151) - (901,151) (839,430)
(61,252) - (61,252) (44,974)
12,690,584 3,116 12,693,700 11,801,737
166 - 166 115
16,753,253 16,908 16,770,161 15,061,586
3,435,268 250 3,435,518 3,145,479
80,046 2,201 82,247 76,229
190,478 - 190,478 197,860
50,500 275 50,775 45,630
- - - 42
3,756,292 2,726 3,759,018 3,465,240
12,996,961 14,182 13,011,143 11,596,346
99,784,727 36,199 99,820,926 88,224,580
$112,781,688 § 50,381 $112,832,069 $ 99,820,926

The accompanying notes are an integral part of these financial statements.
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California State Teachers' Retirement System
Notes to General Purpose Financial Statements

1. Description of the System and Contribution Infor mation

The California State Teachers' Retirement System (System) is the administrator of cost-sharing
multiple-employer pension plans and a tax-deferred supplemental program, as described below,
established and administered by those sections of the State Education Code known as the Teachers'
Retirement Law (Section 22000 et. seq.), as amended and enacted by the State of California (State)
Legislature. The System is a component unit of the State of California. These financial statements
include only the accounts of the System. The System's financial statements are included as a trust
fund in the financial statements of the State of California. The System provides pension benefits to
California full-time and part-time public school teachers from preschool through grade fourteen and
certain other employees of the public school system.

State Teachers’ Retirement Plan (STRP)

Effective January 1, 1999, Senate Bill (SB) 2085 authorized the merger of the System's Cash Balance
Plan (CB Plan) and the Defined Benefit Plan (DB Plan) to establish the State Teachers' Retirement
Plan (STRP). SB 2085 provides, among other things, that both the Defined Benefit Program (DB
Program) and the Cash Balance Benefit Program (CB Benefit Program) shall be administered under
the Teachers' Retirement Law and be known and cited as the STRP.

Defined Benefit Program (DB Program)

The DB Program, is a defined benefit pension plan which operates under the Internal Revenue Code
(IRC). At June 30, 2000, there were approximately 1,160 contributing employers (school districts,
community college districts, county offices of education and regional occupational programs). The
State is a non-employer contributor to the STRP. Membership is mandatory for all employees
meeting the eligibility requirements. At June 30, 1999, membership consisted of:

Active members:
Vested 234,727
Nonvested 167,493
Inactive members 69,112
Retirees and benefit recipients 161,457
Total members, retirees and beneficiaries 632,789

Information as of June 30, 2000, will not be available until November 2000.

The DB Program provides defined retirement benefits based on members' final compensation, age,
and years of credited service. In addition, the retirement program provides benefits to members upon
disability, and to survivors upon the death of eligible members. Benefit provisions include:

e After five years of credited California service, members become 100% vested in retirement
benefits earned to date. Members are eligible for normal retirement at age 60. The normal
retirement benefit is equal to 2% of final compensation for each year of credited service.
Retirements after age 60 are subject to a factor which increases with each quarter year of age to
2.4% at age 63 or older. Members who have 30 years or more of credited service shall receive an
additional 0.2% of final compensation. In no event shall the total benefit factor exceed 2.4%.
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California State Teachers' Retirement System
Notes to General Purpose Financial Statements

Final compensation is defined as the highest average annual compensation earnable during either
any three consecutive years of credited service, or for classroom teachers, twelve consecutive
months if the employer elects to pay the additional cost. Early retirement options are available at
age 55 or as early as age 50 with 30 years of credited service.

o After five years of credited California service, a member (prior to age 60 if under Coverage A, no
age limit if under Coverage B, as defined in Education Code Sections 24001 and 24101,
respectively) is eligible for disability benefits of up to 50% of final compensation plus 10% of
final compensation for each eligible child, up to a maximum addition of 40%. The member must
have a disability that will exceed a period of twelve or more months to qualify for a benefit.

o A family benefit is available if an active member died and had at least one year of credited
service.

e Members' accumulated contributions are refundable with interest upon separation from the
System. The 1999-2000 fiscal year rate of interest credited to members' accounts is 5%.

Purchasing power protection is provided to those benefit recipients whose purchasing power has been
reduced below certain levels. The purchasing power protection is funded by a combination of School
Lands Revenue and Supplemental Benefit Maintenance Account (SBMA) contributions. School
Lands Revenue is appropriated pursuant to Public Resources Code Section 6217.5 from the use of
school lands. The Cecil Green/William Campbell/Dave Elder Act of 1989 (Education Code Section
22954) established the SBMA to provide annual distributions (in quarterly payments) to retired and
disabled members, and beneficiaries in order to restore purchasing power to a minimum of 68.2% of
the initial monthly allowance. The Mrs. Ruth Q. dePrida Pension Protection Act, SB 1026, Chapter
939, Statutes of 1997 increased the minimum purchasing power to 75%, effective January 1, 1998.
The State's contributions for the year ended June 30, 2000, were sufficient to meet the purchasing
power obligations.

Required Contributions

Required member and employer contribution rates are set by the Teachers' Retirement Law.
Required contribution rates are expressed as a level percentage of payroll using the entry age normal
actuarial cost method. The System also uses the level percentage of payroll method to calculate the
amortization of any unfunded liability.

A summary of statutory rates and other sources of contributions to the System is as follows:
Members - 8% of applicable member earnings

Employers - 8.25% of applicable member earnings
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California State Teachers' Retirement System
Notes to General Purpose Financial Statements

State of California -

The enactment of SB 1370 (Ed. Code Section 22955), known as the "Elder
Full Funding Act," provides for eventual full funding for the System. The
provisions of the bill which became effective July 1, 1990, replaced the prior
State contribution with a new funding mechanism beginning July 1, 1991.
The State's annual contribution to the System was 4.3% of the previous
calendar year's member payroll. Subsequent to achieving a fully funded
System, the State will contribute only the amount necessary to help fund the
normal cost of the then current benefit program unless a subsequent
unfunded obligation occurred.

The enactment of Chapter 967, Statutes of 1998 (AB 2804) provided for
funding from the State General Fund (General Fund) to maintain the fully
funded status of benefits in place as of July 1, 1990, and provided funding for
benefit enhancements enacted effective January 1, 1999. The provisions of
Chapter 967 amended the State’s contribution requirements under the Elder
Full Funding Act.

Beginning July 1, 1999, under Education Code Section 22955, the General
Fund shall transfer annually to the DB Program an amount equal to 3.102%
of total creditable earnings of the immediately preceding calendar year to
fund certain benefit enhancements effective January 1, 1999. However, the
actuaries for the DB Program determined that the contribution rate needed to
fund the January 1, 1999, benefit enhancements is approximately 4.256%.
The difference is being funded by the current actuarial surplus and an
additional contribution of 0.25% of applicable member earnings from
employers. Management believes that the assets available on an actuarial
basis and the additional employer contributions will be sufficient to fund the
increased actuarial accrued liability.

Beginning October 1, 1998, a statutory contribution rate of 0.524%,
adjustable annually in 0.25% increments up to a maximum of 1.505%, of the
creditable earnings of the immediately preceding calendar year was
established under Education Code Section 22955. This contribution is
reduced to zero if there is no unfunded obligation or normal cost deficit. As
of the June 30, 1999, actuarial valuation, there was no unfunded obligation or
normal cost deficit for benefits in place as of July 1, 1990.

In their most recent actuarial valuation as of June 30, 1999, the System’s independent actuaries
determined that, at June 30, 1999, the actuarial value of the DB Program’s assets exceeded the
program’s actuarial accrued liability by $3.7 billion. Based on this valuation, the current statutory
contributions are equivalent to 19.260% of covered payroll and the normal cost is 15.664% of
covered payroll. Certain risks related to the global financial markets may affect the fair value of the
System's investment portfolio. The System's management is continually evaluating the impact of
market fluctuations on the funded status of the DB Program. Such estimates could change in the near

future.
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California State Teachers' Retirement System
Notes to General Purpose Financial Statements

Cash Balance Benefit Program (CB Benefit Program)

The CB Benefit Program, established under Part 14 of the California Educanon Code (Section 26000
et seq.) and subsequently amended by Assembly Bill (AB) 2673, is a separate defined benefit plan.
The CB Benefit Program operates under the IRC within the STRP and is designed for employees of
California's public schools who are hired to perform creditable service for less than 50% of the full-
time equivalent for the position.

Participation in the CB Benefit Program is optional to school districts, community college districts,
county offices of education and regional occupational programs. Ifa school district, community
college district, county office of education, or regional occupational program elects to offer the CB
Benefit Program, each eligible employee will automatically be covered by the program, unless the
member elects to participate in the DB Program or an alternative plan provided by the employer
within 60 days of hire or the election period determined by the employer.

A summary of statutory contribution rates for the CB Benefit Program is as follows:
Members - 4% of applicable member eamings
Employers - 4% of applicable member eamnings

Employers may enter into a collective bargaining agreement to pay different rates if certain minimum
conditions are met. At June 30, 2000, there were twenty contributing school districts and
approximately 9,500 contributing members.

At June 30, 1999, the actuarial value of the CB Benefit Program’s assets exceeded the program’s
actuarial accrued liability by approximately $223,000.

STRS 403(b) Program (403(b) Program)

The 403(b) Program was authorized pursuant to Chapter 291, State Statutes of 1994 and meets the
requirements of IRC Section 403(b). The 403(b) Program plan is a defined contribution plan and is
open to any employee who is eligible to participate. Contributions to the program are voluntary and
are not subject to a minimum limitation, however, the IRC establishes a maximum amount that can be
contributed annually. At June 30, 2000, there were approximately 2,300 plan members and
approximately 250 participating employers (school districts).

An agreement was entered into between the System and State Street Bank and Trust Company (SSB)
on January 1, 1995, to appoint SSB as third-party administrator, record keeper and master custodian
for the 403(b) Program assets. The appointment will expire on July 1, 2001. The investments are
comprised of the money market, S&P 500, international index, self-managed and participant notes
funds.
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California State Teachers' Retirement System
Notes to General Purpose Financial Statements

2. Summary of Significant Accounting Policies

Basis of Accounting

The accounting records of the System are maintained on the accrual basis of accounting. Member
contributions are recognized in the period in which the contributions are due. Employer and State
contributions are recognized when due and the employer or State has made a formal commitment to
provide the contributions. Benefits are recognized when due and payable in accordance with
System's retirement program.

Use of Estimates in the Preparation of Financial Statements

The preparation of the System's financial statements in conformity with accounting principles
generally accepted in the United States of America requires management to make estimates and
assumptions that affect the reported amounts of assets and liabilities, and changes therein, and when
applicable, disclosures of contingent assets and liabilities. Actual results could differ from those
estimates.

Investments

The majority of the securities held in the investment portfolio at June 30, 2000, are in the custody of
or controlled by SSB, the System's master custodian. State statutes and Board policies allow
investments consisting of government, corporate and international bonds, domestic and international
equities, mutual funds, limited partnership holdings, real estate, mortgages and other investments.

All investments are reported at fair value. The fair values of investments are generally based on
published market prices and quotations from major investment firms. In the case of debt securities
acquired through private placements, fair value is computed by management based on market yields
and average maturity dates of comparable quoted securities. Mortgages are valued based on future
principal and interest payments, and are discounted at prevailing interest rates for similar instruments.
Real estate equity investment fair values are based on either recent estimates provided by the
System's contract real estate advisors or independent appraisers. Short-term investments are reported
at cost or amortized cost, which approximates fair value. Alternative Investments represent
investments in private equity partnerships in which the System enters under a limited partnership
agreement. For alternative investments and other investments where no readily ascertainable market
value exists, management, in consultation with their investment advisors, has determined the fair
values for the individual investments.

The System presents, in the combined statements of changes in plan net assets, the net appreciation in
the fair value of its investments, which consists of the realized gains and losses and the unrealized
appreciation and depreciation on those investments. Purchases and sales of debt securities, equity
securities and short-term investments are recorded on the trade date. Real estate equity transactions
are recorded on the settlement date. Interest income is recorded on the accrual basis. Dividends are
recorded on the ex-dividend date.

There are certain market risks, credit risks, foreign currency exchange risks, or event risks which may
subject the System to economic changes occurring in certain industries, sectors or geographies.




California State Teachers' Retirement System
Notes to General Purpose Financial Statements

Foreign Currency Exchange Contracts

The STRP enters into forward foreign currency exchange contracts for hedging purposes to minimize
the short-term impact of foreign currency fluctuations on the asset positions of foreign investments.
These foreign currency exchange contracts are reported at fair value based on published market prices
and quotations from major investment firms. The STRP could be exposed to risk if the counter-
parties to the contracts are unable to meet the terms of their contracts. The STRP seeks to minimize
risk from counter-parties by establishing minimum credit quality standards and maximum credit
limits.

Administrative Expenses
The 403(b) Program reimburses the STRP for administrative services provided on its behalf.

Income Taxes

The STRP is organized as a tax-exempt retirement plan under the IRC. The 403(b) Program is
organized as a tax-deferred supplemental program under the IRC. The System's management
believes that it has operated within the constraints imposed by federal tax law.

Investment Expenses
Expenses directly associated with investment management have been included as other investment
expenses. Indirect expenses have not been allocated.

Securities Lending Transactions

The System reports securities lent, the cash collateral held as assets and the related liabilities resulting
from securities lending transactions on the combined statements of plan net assets. The System also
reports the costs of lending securities as investment expenses on the combined statements of changes
in plan net assets.

New Accounting Pronouncements

In June 1999, the Governmental Accounting Standards Board (GASB) issued Statement No. 34,
Basic Financial Statements-and Management's Discussion and Analysis-for State and Local
Governments. GASB 34 provides a financial reporting model for governmental entities that
addresses four basic reporting elements: management's discussion and analysis, government-wide
and fund financial statements, notes to the financial statements, and required supplementary
information. The System is required to implement GASB 34 for the year ending June 30, 2002.

3. Investments

The System's investments are categorized below to give an indication of the category risk level
assumed by the System at June 30, 2000, as defined by GASB Statement No. 3. Category 1, the
lowest risk, includes investments that are insured or registered or for which the securities are held by
the System or its agent in the System's name. Category 2 includes uninsured and unregistered
investments for which the securities are held by the counter-party’s trust department or agent in the
System's name. Category 3 includes uninsured and unregistered investments for which the securities
are held by the counter-party or by its trust department or agent but not in the System's name.
Investment pools managed by other governments, investments held by broker-dealers under securities
loans, alternative investments and real estate equity investments are not categorized.
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California State Teachers' Retirement System
Notes to General Purpose Financial Statements

The following table presents investments held by the STRP, by type, at June 30, 2000 (in thousands):

Category
Category Category Category Rating Not Fair
Investment Type 1 2 3 Required Value
Categorized:
Short-term investments $ 1324863 $ - 8 - 8§ 234836 $ 1,559,699
Debt securities 19,655,689 - - - 19,655,689
Equity securities 64,650,523 - - - 64,650,523
Securities lending collateral 16,107,099 - - - 16,107,099
Not categorized:
Alternative investments - - - 5,105,654 5,105,654
Real estate equity investments - - - 3,771,458 3,771,458
Investments held by broker-
dealers under securities loans:
Debt securities - - - 7,580,333 7,580,333
Equity securities - - - 8,997,113 8,997,113
Total investments $101,738,174 § - 3 - $25,689,394 $127,427,568

Short-term investments of the STRP as of June 30, 2000, are comprised of the following (in
thousands):

Surplus Money Investment Fund (State of California) $ 234,836
Commercial paper 666,989
Short-term agencies 415,842
Repurchase agreements 896
Bankers acceptance 25,000
Certificates of deposit 160,944
Treasury bills 3,388
Foreign currency 51,804
31,550,699

The STRP's investment in the Surplus Money Investment Fund (SMIF), administered by the State,
represents various investments with average days to maturity of approximately 200 days, and is
reported at amortized cost which approximates market value.

The STRP's repurchase agreement transactions at June 30, 2000, have underlying collateral with
market values of approximately 102% of the cost of the repurchase agreement. The agreed-upon
yield is 5.25% with maturity dates through July 3, 2000.

Foreign currency is comprised of international investment proceeds and income to be repatriated into
U.S. dollars and funds available to purchase international securities. Foreign currency is not held as a
form of investment.




California State Teachers' Retirement System
Notes to General Purpose Financial Statements

State statutes and Teachers’ Retirement Board policies permit the STRP to lend its securities to
broker-dealers and other entities for which collateral is received with a simultaneous agreement to
return the collateral for the same securities in the future. STRP has contracted with third party
securities lending agents to lend domestic and international equity and debt securities. All securities
loans can be terminated on demand by either STRP or the borrower. Collateral in the form of cash or
other securities is required for 102% and 105% of the fair value of domestic and international
securities, respectively, loaned. As of June 30, 2000, the System has no credit risk exposure to
borrowers because the amounts the STRP owes the borrowers exceed the amounts the borrowers owe
the System. Cash collateral is invested in short-term investments, which at year-end have a weighted-
average maturity of less than 90 days, and the assets held as collateral are presented in the above table
of investments held. STRP is not permitted to pledge or sell collateral securities received unless the
borrower defaults. The contracts with the security lending agents require them to indemnify STRP if
the borrowers fail to return the securities (or if the collateral is not sufficient to replace the securities
lent) or if the borrower fails to pay STRP for income distributions by the securities' issuers while the
securities are on loan.

403(b) Program
Investments held by the 403(b) Program are in mutual funds and are not required to be categorized by
risk levels under GASB Statement No. 3.

Contingencies

The STRP is involved in litigation relating to various matters. In the opinion of management, after
consultation with legal counsel, the outcome of these litigations is not expected to have a material
adverse effect on the STRP's financial position.

Commitments

In conjunction with the purchase of various partnership interests, the STRP has remaining funding
commitments of approximately $3.9 billion at June 30, 2000.

The STRP has entered into agreements to guarantee payment of principal and interest in the event that
the primary obligator defaults. The STRP is paid a fee over the term of such agreements, and in the
event of default, the STRP could draw on the standby letter-of-credit for repayment. At June 30,
2000, the STRP has commitments of approximately $1.1 billion expiring through May 18, 2006. Fee
income eamned by the STRP was approximately $2.8 million for the year ended June 30, 2000.
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California State Teachers' Retirement System
State Teachers' Retirement Plan
Schedule of Funding Progress

June 30, 2000 Schedule |
Actuarial Actuarial UAAL
Valuation Actuarial Accrued Unfunded as a % of
Date as of Value of Liability AAL Funded Covered Covered

June 30 Assets (AAL) (UAAL) Ratio Payroll Payroll
@ () (b-a) (a/b) © (b-a)/c)
Defined Benefit Program © (dollars in millions):
2000 ) 1) 1) 1) 1) 1)
1999 $ 90,001 $ 86,349 $ (3,652) 104% $§ 17,185 2D %
1998 77,290 74,234 (3,056) 104 % 15,741 19 %
1997 67,980 69,852 1,872 97 % 14,521 13 %
1996 @ () @ @ @ @
1995 55,207 63,391 8,184 87 % 12,688 65 %

Cash Balance Benefit Program ® (dollars in thousands):

2000 1) 1) (1) (1) (€Y} (1)

1999 $ 5224 $ 5,001 $  (223) 104% § 50,426 0%
1998 790 1,728 938 46 % 18,838 5%
1997 393) 164 557 (240) % 4,504 12 %

(1) The 2000 actuarial reports will be available during the year ended June 30, 2001.

(2) Prior to June 30, 1998, no actuarial reports were prepared in even numbered years. No estimation
using actuarial methodology was made in years between valuations.

(3) Effective January 1, 1999, the Defined Benefit Plan (DB Plan) and the Cash Balance Plan (CB Plan)
merged to establish the State Teachers’ Retirement Plan which includes the Defined Benefit Program
(DB Program) and the Cash Balance Benefit Program (CB Benefit Program). All actuarial data prior
to year ended June 30, 1999, relates to the DB Plan and CB Plan.
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California State Teachers' Retirement System

State Teachers' Retirement Plan
Schedule of Contributions from Employers and Other Contributing Entities

For the Year Ended June 30, 2000 Schedule Il
Year Annual Contributed Contributed
Ended Required By By the Total Percentage
June 30 Contribution  Employers® State ® Contributed  Contributed
(a) (b) © (b+c) (b + c)/a)
Defined Benefit Program @ (dollars in millions):
2000 $ 1,150 $ 1,584 $ 519 $ 2,103 183%
1999 1,473 1,492 209 1,701 115%
1998 1,911 1,419 587 2,006 105%
1997 1,835 1,299 555 1,849 101%
1996 1,726 1,196 530 1,726 100%
1995 1,589 1,111 519 1,630 103%

Cash Balance Benefit Program @ (dollars in thousands):

2000 $ 2,365 $ 2,365 $ - $ 2,365 100%
1999 1,561 1,561 - 1,561 100%
1998 772 772 - 772 100%
1997 74 74 - 74 100%

(1) For DB Program, years ended June 30, 1998 and earlier, amounts include employer contributions
under Education Code Sections 22950 to 22953. For the years ended June 30, 1999 and thereafter,
amounts include employer contributions under Education Code Sections 22950 and 22951. For the
year ended June 30, 2000, amount includes employer contributions under Education Code Sections
22135, 22714 (less amounts deposited in the SBMA) and 22718.

(2) For DB Program, includes state contributions under Education Code Section 22955.
(3) Effective January 1, 1999, the DB Plan and the CB Plan merged to establish the STRP which includes

the DB Program and the CB Benefit Program. All actuarial data prior to year ended June 30, 1999,
relates to the DB Plan and CB Plan.




California State Teachers' Retirement System

State Teachers' Retirement Plan

Schedule of Contributions from Employers and Other Contributing Entities

For the Year Ended June 30, 2000 Schedule Il (Continued)

The information presented in the Supplemental Schedules I and II was determined as part of the actuarial
valuations at June 30, 1999. Additional information is as follows:

DB Program CB Benefit Program
Actuarial Cost Method Entry age normal Traditional Unit Credit
Amortization Method Level percent of payroll Not applicable
Amortization Period Open Not applicable
Remaining Amortization Period Not applicable Not applicable
Asset Valuation Method Expected value with 33% Fair market value of net assets
adjustment to market value

Actuarial Assumptions:

Investment rate of return 8.00% 8.00%

Projected salary increases 4.25% 4.25%

Consumer price inflation 3.50% 3.50%

Post-retirement benefit increases 2.00% simple Not applicable

The above assumptions for the DB Program were changed from those used for the previous actuarial
valuation (June 30, 1998) as follows:

e Asset valuation method adjustment to market value increased from 25% to 33%
e Projected salary increases reduced from 5.5% to 4.25%
e Consumer price inflation reduced from 4.5% to 3.5%

The effect of these changes in the assumptions underlying the June 30, 1999 valuation decreased the
unfunded actuarial accrued liability of the DB Program by approximately $5.816 billion, resulting in an
actuarial surplus of approximately $3.652 billion as of June 30, 1999.

The above assumptions for the CB Benefit Program were changed from those used for the previous
actuarial valuation (June 30, 1998) as follows:

e Investment rate of return increased from 6.5% to 8%
e Projected salary increases reduced from 5.5% to 4.25%
e Consumer price inflation reduced from 4.5% to 3.5%

The changes in assumptions underlying the June 30, 1999 valuation had no significant effect on the
actuarial surplus of the CB Benefit Program.
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California State Teachers' Retirement System

State Teachers' Retirement Plan

Schedule of Administrative Expenses

For the Year Ended June 30, 2000

(Dollars in Thousands) Schedule Il
Personal services:
Salaries and wages $ 22404
Staff benefits 4,273
Accrued vacations 648
Total personal services 27,325
Operating expenses and equipment:
General expense 468
Depreciation expense 64
Printing 790
Communications 645
Postage 684
Insurance 10
Travel 229
Training 177
Facilities operations 3,022
Consultants and professional services 4,480
Consolidated data center:
Consultants and professional services 3,708
Data processing;
Consultant and professional services 7,161
Software and other 269
Central administrative services 1,630
Equipment 157
Other 117
Total operating expenses and equipment 23,611
Total current year expenses that are budgeted 50,936
Past prior year expenses, net (436)
Total $ 50,500
Fund sources:
SBMA/administration expense $ 63
Reimbursements 577
Revenue 25
Refunds to reverted appropriation 1
Budget Act, Chapter 282, Statutes 1997 (19)
Reappropriated Chapter 282, by Chapter 324/98 285
Budget Act, Chapter 324, Statutes 1998 (154)
Reappropriated Chapter 324, by Chapter 50/99 600
Budget Act, Chapter 50, Statutes 1999 48,513
Legislation, Chapter 740, Statutes 1999 171
Legislation, Chapter 632, Statutes 1999 438

Total fund sources

$ 50,500



California State Teachers' Retirement System

State Teachers' Retirement Plan

Schedule of Investment Expenses from Continuous Appropriation
For the Year Ended June 30, 2000

(Dollars in Thousands) Schedule IV
External equity managers:
Domestic:
Ariel Capital Management $ 1,055
Barclays Global Investors 742
Brison Partners 337
Brown Capital Management Inc. 350
Chicago Equity Partners 607
Delaware Investment Advisors 458
Delphi Management, Inc. 666
Denver Investment Advisor Inc. 2,404
DSI International Management 252
First Quadrant 440
Mellon Capital Management 311
NCM Capital Management Group Inc. 366
Putnam Investments 327
Sasco Capital, Inc 506
State Street Bank Global Advisors 253
TCW Asset Management __ LI187
Total domestic 10,261
International:
Bank of Ireland 2,459
Baring International Investments Ltd. 338
Barclays Global Investors 1,981
Battery March 508
Blackrock International Ltd. 580
Brinson Partners 1,179
Capital Guardian Trust 5,063
Deleware International Trust 257
Fidelity Management Trust Co. 115
Fiduciary Trust Intemational 1,987
Invesco 235
Lazard Freres Asset Management 2,640
Marvin & Palmer Associates Inc. 1,628
Morgan Stanley 1,622
Newport Pacific Management 862
Nicholas Applegate 1,203
Oechsle International Advisors 3,337
Schroder Capital Management Investment, Ltd. 2,183
Scudder Kemper 2,321
State Street Global Advisors 1,173
Total international 31,671

Total external equity managers 41,932
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California State Teachers' Retirement System

State Teachers' Retirement Plan

Schedule of Investment Expenses from Continuous Appropriation

For the Year Ended June 30, 2000

(Dollars in Thousands)

Schedule IV (Continued)

Real estate managers/advisors:
CB Richard Ellis
Clarion Partners
Lend Lease
MIG Realty Advisors, Inc.
SSR Realty Advisors
Sentinel Realty Advisors
Total real estate managers/advisors

Advisors and consultants:
Callan Associates
KPMG LLP
The McMahan Group

William M Mercer Invest. Consulting, Inc.

Pathway Capital Management, LL.C
Pension Consulting Alliance
Total advisors and consultants

Attorneys, master custodian and insurers:
Blank, Rome, Comiskey and McCauley
Cox, Castle & Nicholson
Groom Law Group
Near North Insurance Brokerage
State Street Bank & Trust Co.

Total attorneys, master custodian and insurers

Other Expenses:
State Controller's Office
State Personnel Board
Miscellaneous
Travel
Total other expenses

Total continuous appropriations

3,339
155
3,543
3,024
2,759
24
12,844

59
120
187

40

1,163
606
2,175

23
220
3,646
3,897

15
9
234
146
404

$ 61,252
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State Teachers' Retirement Plan

Schedule of Consultant and Professional Services Expenses

For the Year Ended June 30, 2000

(Dollars in Thousands)

Schedule V

Individual or Firm

Consulting and professional services:
Alameda County Office of Education
Annette Knous Wimmer
Azusa Pacific University
Bay Brook Medical Group, Inc.
California Department of General Services
Campbell Union High School District
Contra Costa County Office of Education
Cooperative Personnel Services
Department of Justice
Department of Personnel Administration
Dr. Lindle Hatton
Fresno County Office of Education
HG Consulting Group, Inc.

Hogan & Hartson

Kathleen M. Ogburn

Kern County Supt. of Schools

Law Office of Carroll & Scully
Liebman & Associates

Linvill Associates

Los Angeles County Office of Education
Los Angeles County Supt. of Schools
Macias, Gini & Company LLP

Merced County Office of Education
Milliman & Robertson, Inc.

MSLA, A Medical Corporation

Orange County Department of Education
PricewaterhouseCoopers LLP

San Bernardino County

San Diego County Office of Education
San Joaquin County Office of Education
San Juan Unified School District

San Mateo-Foster City School District
Santa Barbara County Office of Education
Santa Cruz County Office of Education
Shasta County Office of Education
Sonoma County Supt. of Schools

State Controller's Office

Superior Rehabilitation Services

Szeroy Mccall

Travel/Tuition

Tulare County Supt. of Schools

Commission/
Fee

45
10
36
18

105
69
57

391
13
11
62
34

160
14
56
18
59
11

241

350
36
17

189
43

119
65

163

133
59

129
68
54
45
74
49

799
36
15
63
25

Nature of Service

Regional Counseling Services
Consulting Services

Medical Reimbursement
Vocational Assesments and Reports
Hearing Office Charges

Regional Counseling Services
Regional Counseling Services
Consulting Services

General Services Legal Fees

Legal Services

Consulting Services

Regional Counseling Services
Consulting Services

Advocate and Legal Representation
Vocational Assesments and Reports
Regional Counseling Services
Legal Services

Vocational Assesments and Reports
Vocational Assesments and Reports
Regional Counseling Services
Regional Counseling Services
Consulting Services

Regional Counseling Services
Actuarial Services

Vocational Assesments and Reports
Regional Counseling Services
Audit and Consulting Services
Regional Counseling Services
Regional Counseling Services
Regional Counseling Services
Regional Counseling Services
Regional Counseling Services
Regional Counseling Services
Regional Counseling Services
Regional Counseling Services
Regtonal Counseling Services
Various Financial Services
Vocational Assesments and Reports
Consulting Services

Medical Reimbursement

Regional Counseling Services
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State Teachers' Retirement Plan

Schedule of Consultant and Professional Services Expenses
For the Year Ended June 30, 2000

(Dollars in Thousands) Schedule V (Continued)
Ventura County Supt. of Schools $ 41 Regional Counseling Services
William M. Mercer, Inc. 224 Consulting Services
Other 204 Various Services under $10

4,480
Data processing:
Compucom Systems, Inc. 44 Data Processing
Computer Resources Group, Inc. 70 Data Processing
Information Technology 155 Data Processing
Nanran, Inc. 670 Data Processing
Net Incomm Inc. 273 Data Processing
New Boston Technical Services 137 Data Processing
Pilot Computer Services, Inc. 268 Data Processing
Science Applications 104 Data Processing
Software AG of N.A., Inc. 355 Data Processing
SPL Worldgroup Consulting 3314 Data Processing
Synergy Consulting, Inc. 321 Data Processing
Visionary Integration 1,373 Data Processing
Visual Communications 42 Data Processing
Other 35 Data Processing
7,161
Consolidated Data Center:
Stephen P. Teale Data Center 3,693 Data Processing
California Health & Human Services 15 Data Processing

3,708

Total consultant and professional
services expenses $ 15,349




California State Teachers' Retirement System
403(b) Program

Schedule of Administrative Expenses

For the Year Ended June 30, 2000

(Dollars in Thousands) Schedule VI
State Street Bank administrative fees $ 255
State Teachers' Retirement Plan sponsor fee 20

Total

s o1
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INVESTMENTS

CalSTRS continues to follow its established long-term strategies. The results

achieved this year and last year reaffirm the asset allocation decisions made
by the Teachers’ Retirement Board in 1997.



INVESTMENT CONSULTANT’S REPORT

‘ ; / | PENSION CONSULTING ALLIANCE, INC.

a

he CalSTRS investment portfolio grew by $12.7 billion over the past year reaching a value of $112.6 billion on
June 30, 2000." As highlighted below, the CalSTRS portfolio is broadly diversified, holding investments
ranging from publicly-traded bonds to privately-held partnerships. Clearly, the scale and breadth of
investments make the management and oversight of these assets highly complex. In light of these factors,
CalSTRS has been effective in using its resources in a cost-efficient manner to ensure that benefits continue to flow

to CalSTRS participants.
Investment Allocation

The most critical factor influencing overall
investment performance is the allocation of
the CalSTRS portfolio across major asset
classes. The second quarter report reflects
asset allocation guidelines adopted by
CalSTRS on July 1, 1997 (see left pie chart).
The portfolio’s actual allocation is modestly
different from policy.  Private equity and
domestic debt are underweighted while
domestic equity is overweighted (see right pie
chart).

Investment Results

Over the last year, the CalSTRS investment portfolio
produced an overall return of 12.7% ranking above-
median among its large public pension fund peers®. The
portfolio outperformed policy by approximately 2.0%
largely due to strong relative performance within all asset
classes, except domestic debt, where performance met
expectations (top bar chart).®

During the last three years, CalSTRS’ portfolio generated
a 14.3% (second quartile) return versus 13.5% for the
policy benchmark. Over the last five years, the CalSTRS
investment portfolio produced an average annual return of
14.7%, exceeding its policy benchmark by 40 basis points
(bottom chart). Successive one-year periods are shown
as well. For periods ending June 30, CalSTRS’ portfolio
has outperformed its policy benchmark in three of the
latest five one-year periods.

Recent performance has significantly improved CalSTRS’
rankings among its peers over the three- and five-year
periods.*

Per State Street Bank custodial accounting records as of 6/30/00.

w N

Per TUCS Universe for Public Funds with assets in excess of $1 billion.
The policy benchmark consists of passively managed asset class portfolios weighted by CalSTRS' policy allocations. The difference between

CalSTRS Policy

For Eq

% Return

% Return

CalSTRS Actual

Priv Eq
10%

ForEq Priv Eq
25% 8%

Cash £
% Dom Dbt
24%

Dom Eq )
42%

Last 12 Months

Total Equities Fixed Income

Periods Ending June 30

5 2000 1999 1998 1997 1996
Years

IIICaISTRS Actual B Policy Bench ]

actual results and the benchmark are due to two factors: i) deviations from policy and ii) active decisions on the part of CalSTRS and its

investment managers.

EN

CalSTRS’ investment performance is calculated using a monthly internal rate of return and day-weighted cash flows. Periods longer than one

month are geometrically linked. This method of return calculation complies with AIMR performance presentation standards.
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INVESTMENTS

The market value of the CalSTRS investment
portfolio reached $112.6 billion on June 30, 2000. The
$112.6 billion represented a gain of $12.7 billion over
the same period last year. This dollar gain represented
a return of nearly 13 percent, outperforming its
benchmark by more than 200 basis points, adding
more than $2 billion to the fund. Several asset classes
exceeded their benchmarks, with exemplary
performance shown by the Domestic and Private
Equity segment. These strong results allowed
CalSTRS’ portfolio to finish in the 25th percentile in
its peer group of large public funds. This marks the
second consecutive period in which CalSTRS finished
in the top quartile of Public Funds with assets in
excess of $1 billion.

Last year, these pages remarked on how fully
CalSTRS had participated in the market. This may be
a good time to remind all that participation cuts both
ways; at some point, the stellar gains that have been
enjoyed in both the public equity and the private
equity markets will revert to more traditional
numbers. At the end of the last fiscal year, CalSTRS’
portfolio allocation across asset classes was as follows:
Equity — Domestic and International 67 percent;
Fixed Income — Domestic 24.3 percent, Private
Equity 7.9 percent. A small percentage was in cash,
0.8 percent.

CalSTRS continues to follow its established long-term
strategies. The results achieved this year and last year
reaffirm the asset allocation decisions made by the
Teachers’ Retirement Board in 1997.

Chart A, below illustrates the growth in the total
investment portfolio, excluding securities lending
collateral, from June 30, 1985 through June 30, 2000.
Chart B shows CalSTRS’ returns against the actuarial
rate, which is the long-term assumed rate of return for

Chart A Growth in total investments (in millions)

T'61$ » 98/9
TSE'TTS » 18/9
8h£'vTS » 88/9
¥86'8$ » 68/9
802'T£$ » 06/9
657'SE$ » 16/9

80T'11$ » 58/9

LwLL'OYS » T6/9

the fund. Chart C shows the performance returns for
all the asset classes in the portfolio and the benchmark
indices. The return calculations are consistent with
Association for Investment Management and
Research performance presentation standards. These
returns are shown over 1-, 3-, 5-, and 10-year periods.

Objectives

The objectives of the Investment Management Plan
are the same as they were this time last year. This is
the way it should be, since this is a perpetual, defined
benefit plan. CalSTRS continued to be rewarded for
the 1997 decision to increase the fund’s exposure to
active equity management; 11 of the 16 active equity
managers outperformed their respective benchmarks.
It is also noteworthy that even the larger, passive
component exceeded the benchmark by 20 basis
points. CalSTRS will continue to seek a close
alignment between policy and actual allocations.

Fixed Income

The Fixed Income unit is responsible for the
management of CalSTRS’ fixed income assets,
totaling approximately $27 billion in market value. As

09'TLLS » 00/9

ST6'66$ » 66/9

64°'29$ » 96/9
cv8'vLS » 16/9
687'88$ » 86/9

878'9t$ » 6/9
£TS'LYS » ¥6/9
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Alternative

Investments

4.6%

\

Real Estate 3.3%
Liquidity 0.8%

of June 30, 2000, the Treasury/Agency portfolios ::r:)éz?ne
represented a majority of the assets, with $10.7 billion. 24306
The High-Grade Corporate bond portfolio with $7.9
billion, and the Mortgage-Backed Securities portfolio
with $8.3 billion in assets, respectively, completed the
balance of the fixed income portfolio. For the fiscal
year ending June 30, 2000, the long-term fixed
income portfolios trailed the performance benchmark
return by 10 basis points.
. . International Domestic
The Fu_(ed Income unit a1§0 manages a s}}ort—tef’m - Equities Equities
portfolio, known as the Liquidity Portfolio, which is 25.3% 41.7%
utilized for cash and liquidity purposes. This portfolio
Asset allocation (6/30/00)
Total investment portfolio of $112.6 billion
Chart B Growth in CalSTRS’ returns (percent)
3500 31.42
30,009 27.80 CalSTRS Returns
2500 Actuarial Rate o——o
20002 16.80 16.46 16.40 1740 1705
15.00» 14.10
13.84 13.20 13.35 1269
10.00 »
- 9.16 8.82
5.00» hd
0.56
0.00» -0.62
-5.00»
84/85 8586  86/87  87/88 88/89 8990  90/91 992  92/93  93/94  94/95  95/96  96/97  97/98  98/99  99/00
Chart C Performance returns for major asset categories
Portfolio Type/Associated Indices 1 Year 3 Years 5 Years 10 Years
Total Fund 12.69 14.35 14.72 12.64
Domestic Equity 10.78 19.08 22.11 17.20
Russell 3000 9.60 19.24 22.78 17.52
Wilshire 5000 9.52 19.06 2247 17.28
Int'l Equity 18.01 10.31 12.94 n/a
MSCI All Country Free ex US (G) 18.10 9.46 11.12 8.28
MSCI Europe, Australia & Far East 1716 10.18 11.32 795
MSCI Emerging Market Free 9.47 -4.96 0.99 8.94
Fixed Income 413 6.75 6.64 8.75
Salomon LPF 4.23 6.31 6.48 8.65
Real Estate 9.13 16.53 14.27 6.04
Real Estate Custom* 10.59 13.12 11.40 5.89
Alternative Investments 78.60 41.66 3127 23.13
Alternative Investments Custom** 12.74 13.06 13.74 n/a
Liquidity 6.32 6.14 6.07 5.80
Salomon 3-Month Treasury Bill 5.31 5.08 5.19 493

(All performance calculations are conducted in accordance with the presentation standards of the Association for Investment Management and Research)
*NCREIF after 7/1/97 and Institutional Property Consultants prior to 7/1/97; lagged 1 quarter
*Blend of the [Russell 3000 + 5% + 90 day T-Bill] after 4/1/99 and [CPI + 12%)] prior to 4/1/99; lagged 1 quarter
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had approximately $896 million in assets at fiscal year
end. While CalSTRS’ goal is to be fully invested at all
times, benefit payments and asset allocation decisions
necessitate the need for short-term highly liquid assets
that provide a competitive rate of return until re-
deployed into other asset classes. The Liquidity
Portfolio exceeded its performance benchmark return
by 100 basis points for the fiscal year ending June 30,
2000.

The Fixed Income unit also manages three other
programs: the Home Loan Program, the Currency
Hedging Program and the Securities Lending
Program.

HomEe LoAN PROGRAM

Legislation, that became effective in 1999, broadened
CalSTRS’ ability to offer home loans with different
interest rates, terms and conditions. During the last
fiscal year, CalSTRS funded more than $55 million in
home loans, bringing the total since origination in
1986 to nearly $3 billion. Correspondent lending firms
participating in the program again increased, from 10
to 13. Consideration will be given to other firms as the
year progresses.

CurreNcY HEDGING PROGRAM

The strategic objective for the five-year-old program
is to reduce the risk of the passively managed segment
of the international equity portfolio. CalSTRS
currently hedges a portion of its international stock
exposure in order to protect these assets against a
strengthening U.S. dollar in both Asia and Europe.

This program has been successful in adding value as a
result of its prudent use of basic hedging principles
and the strength of the U.S. dollar overseas. To date,
the Currency Hedging Program has generated more
than $450 million in additional income to the fund.

SECURITIES LENDING PROGRAM

CalSTRS has been lending securities since 1988; this
represents CalSTRS'’ first and longest running “Off
Balance Sheet Program.” The program was designed
to enable CalSTRS to use its existing asset base and
investment expertise to generate additional income.
The amount of income that is earned as a result of the
Securities Lending Program is based on a number of
factors. These factors include the types and amounts
of stocks and bonds held by CalSTRS, the volume of
securities loaned, the appetites of the financial
markets for CalSTRS’ inventory of securities and the
reinvestment of the cash taken in as collateral. Over
the last fiscal year, CalSTRS has earned more than
$55 million from this activity; since inception, the
program has earned approximately $350 million.

Alternative Investments
This fiscal year, CalSTRS made additional

commitments of nearly $3 billion in this segment of
the portfolio. Total commitments now amount to
approximately $8.1 billion or 7 percent of the total
portfolio. There are 100 partnerships and six co-
investments in the alternative investment portfolio. At
the end of the fiscal year, the total market value was
$5 billion, representing nearly 5 percent of the total
CalSTRS portfolio. CalSTRS continued to increase

Chart D Largest fixed income holdings as June 30, 2000 (CalSTRS maintains a complete list of portfolio holdings)

Maturity Interest
Issue Date Rate Par

US TREAS BDS 15-Aug-2017 8.88% 635,000,000
US TREAS BDS 15-Feb-2020 8.50% 535,000,000
US TREAS BDS 15-Aug-2019 8.13% 473,000,000
US TREAS BDS 15-Feb-2019 8.88% 420,000,000
US TREAS BDS 15-May-2017 8.75% 414,000,000
US TREAS BDS 15-Nov-2018 9.00% 355,000,000
FEDERAL HOME

LN MTG CORP 29-Apr-2009 6.45% 485,000,000
FEDERAL HOME

LN MTG CORP 15-Mar-2009 5.75% 480,500,000
US TREAS BDS 15-Nov-2016 7.50% 375,000,000
TENNESSEE

VALLEY AUTH 15-Mar-2013 6.00% 415,000,000

Unrealized

Market Value Average Cost Gain/(Loss)
809,110,900 705,373,121 103,737,779
670,922,100 648,057,426 22,864,674
571,814,430 492,128,351 79,686,079
540,552,600 456,607,679 83,944,921
521,445,420 429,304,486 92,140,934
460,999,450 445,375,805 15,623,645
451,956,950 467,296,274 (15,339,324)
437,629,790 432,072,145 5,557,645
423,513,750 384,526,897 38,986,853
384,393,750 429,952,337 (45,558,587)

California State Teachers’ Retirement System




Chart E Largest equity holdings as June 30, 2000 (CalSTRS maintains a complete list of portfolio holdings)

Issue Shares

General Elec Co 28,948,341
Intel Corp 9,977,958
Cisco Sys Inc 20,509,828
Microsoft Corp 15,702,466
Pfizer Inc 18,667,157
Exxon Mobil Corp 10,065,497
Wal Mart Stores Inc 12,866,972
Oracle Corp 8,628,109
Nortel Networks Corp 9,210,606
Vodafone Airtouch 147,813,136

Unrealized

Market Value Average Cost Gain/(Loss)
1,534,262,073 339,400,465 1,194,861,608
1,333,928,260 200,584,239 1,133,344,021
1,303,655,947 217,027,755 1,086,628,192
1,256,197,280 391,595,256 864,602,024
896,023,536 242,378,526 653,645,010
790,141,515 360,501,884 429,639,630
741,459,262 151,335,699 590,123,562
725,300,413 58,478,671 666,821,741
628,623,860 135,589,273 493,034,587
597,477,046 245,792,180 351,684,866

its commitment in this area as a result of the allocation
review completed at the end of June 1997. The
Alternative Investment asset class has achieved
annualized returns of 79, 42 and 37 percent, for the 1-,
3- and 5-year periods, respectively.

Internal Equity Management

During 2000, CalSTRS increased the allocation to
Internal Equity management by $7 billion. As of June
30, 2000, the internally managed S&P 500 indexed
portfolio had a market value of $15.1 billion. This

completes the allocation to this portfolio.

The performance objective of the internally managed
passive portfolio is to track closely the return of the
S&P 500 Index. During the period between June
1999 and June 2000, the Internal S&P 500 indexed
portfolio returned 7.4 percent, slightly outperforming
the benchmark S&P 500 Index return by 7.6 basis

points.

Real Estate

Over the last fiscal year, CalSTRS portfolio of real
estate assets reached $3.8 billion. Eighty-two directly
owned properties and three privately owned
partnerships represented this dollar amount. Real
estate represents nearly 3 percent of the total
portfolio. The direct property portfolio is diversified
as to property type and geographic location. The
largest component of the direct property sector is
Office; as was true last year, the largest weighting is in
the western region of the United States. The
CalSTRS’ Real Estate portfolio has achieved

annualized returns of 9, 17 and 14 percent, for the 1-,
3- and 5-year periods, respectively.

Credit Enhancement

CalSTRS has entered into agreements with a number
of issuers of non-taxable debt to provide the payment
of principal and interest in the event of a non-
payment. CalSTRS is paid on annual fee over the
term of the agreement for each transaction. The
majorities of the transactions are supported by
collateral, letters-of-credit from banks or bond
insurers for repayment. As of June 30, 2000, the
Credit Enhancement program had commitments of
approximately $1.1 billion and fee income earned over
the year was more than $2 million.

External Equity Management

During 2000, the public equity portfolio continued to
be an important investment vehicle for growth. In
fiscal year 1999-2000, this segment of the portfolio
accounted for about 67 percent (or $75.5 million) of
the total fund. Domestic Equity accounted for 42
percent of the total equity allocation, while
International Equity accounted for the remaining 25
percent. As was true last year, Domestic Equity was
over-weighted relative to the policy target; the over-
weighting is due to Private Equity allocations that are
currently unfunded. The current policy mandates that
unfunded allocations remain invested in Domestic
Equity until needed. The policy is monitored on a
continuing basis and as commitments are funded in
Alternative Investments and Real Estate, these
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interim overweights are reduced. Pursuant to the
policy mandates adopted in 1997 by the Teachers’
Retirement Board, this protects the portfolio from
veering away from the strategic asset allocation
targets or taking unintentional “bets.”

The CalSTRS portfolio results enabled the fund to
finish in the 25th percentile of its peer group of large
public funds. This is the second consecutive year that
CalSTRS’ results have placed it in the top quartile of
its peers. Domestic Equity exceeded its benchmark by
120 basis points with a 10.8 percent return, while
International Equity achieved an 18 percent return,
slightly below its benchmark by 9 basis points. As an
aside, for the first time, CalSTRS is reporting an
international equity among its ten largest equity

holdings as of June 30, 2000.

Chart F

30-Jun-99

Investment summary for the year ended June 30, 2000 (in millions)

Corporate Governance

During the 1999-00 fiscal year, CalSTRS voted on a
variety of proxy issues including financial, corporate
governance and social issues. There were 7,192 votes
cast on proxy issues of corporations whose shares
were owned in the Investment Portfolio. These proxy
issues were presented on 2,789 companies. The
overall number of proxy issues increased from 6,588
last year, but the number of mergers/acquisitions
reviewed remained constant, at a little more than 10
percent. Merger activity, both within United States
borders and across the borders continued its steady
course, especially in those transactions where stock is
the compensation received by the acquired company’s
holders. This reflects the continued appreciation in
the stock market, both at home and abroad.

30-Jun-00

% of Net

Book Market Book Market Market Market
Portfolio Type Value Value Value Value Value Change
Domestic Equity 20,996 45,838 22,477 46,982 H.711% 1,144
International Equity 19,021 23,686 21,922 28,546 25.34% 4,860
Fixed Income 24,880 24,902 27,694 27,312 24.25% 2,410
Alternative Investments 2,155 2,590 3,300 5,132 4.56% 2,542
Real Estate 2,360 2,170 3,943 3,772 3.35% 1,602
Liquidity 738 739 896 896 0.80% 157
Total Portfolio 70,150 99,925 80,232 112,640 100.00% 12,715
Plus: Securities Lending Collateral 15,516 16,107
Less: Accruals 362 1,320
Plan Net Assets-Investments 115,079 127,427
Chart G Schedule of fees July 1, 1999 through June 30, 2000 (in thousands)
Assets Under Basis
Management Fees Points
Investment Managers’ Fees:
Domestic Equity $46,982,198 $10,261 2.2
International Equity 28,563,905 31,673 111
Alternative Investments 5,131,705 1,163 2.3
Real Estate 3,771,560 12,844 34.1
Total Investment Managers’ Fees $84,449,368 $55,941 6.6

California State Teachers’ Retirement System




Chart H Broker commissions (July 1, 1998 through June 30, 2000)

SINFWLSIANI

Commission
Broker Name Commission Shares per share
Domestic Equity Transactions
Jackson Partners + Associates Inc 427,150 7,487,683 0.057
Morgan Stanley And Co, Inc 361,921 9,480,937 0.038
Instinet 348,508 16,179,642 0.022
Investment Technology Group Inc. 336,637 12,871,102 0.026
Lehman Bros Inc. 272,466 6,559,035 0.042
Paine Webber Incorporated 254,705 4,608,893 0.055
Spear, Leeds & Kellogg 237,018 4,256,426 0.056
CS First Boston Corporation 222,199 6,457,425 0.034
Abel Noser Corporation 159,189 3,079,100 0.052
Capital Institutional Services 152,660 2,619,050 0.058
Other Domestic 2,049,792 42,885,693 0.048
Total Domestic 4,822,245 116,484,986 0.041
International Equity Transactions
Morgan Stanley + Co 2,426,823 249,857,701 0.010
Merrill Lynch 1,538,734 620,525,714 0.002
Lehman Brothers Securities 923,194 401,485,507 0.002
CS First Boston Corp 744,209 71,632,057 0.010
Credit Lyonnais 505,279 71,022,096 0.007
HSBC Investment Bank PLC 492,302 19,474,107 0.025
Instinet 374,700 12,887,906 0.029
BHF Securities Corporation 334,834 8,224,489 0.041
Saloman Brothers Inc. 283,641 15,923,204 0.018
Deutsche Bank Securities Corp 251,876 9,370,058 0.027
Other International 3,118,649 1,240,317,333 0.003
Total International Commissions 10,994,241 2,720,720,172 0.004
The major issues voted are summarized below: 2. Selection of Auditors/Accountants: CalSTRS
generally votes in favor on the independent
1. Election of Directors: CalSTRS generally votes in auditors and accountants recommended by
favor of directors unless the proxy statement management.
shows circumstances contrary to policy. Examples
of such circumstances are: greater than 50 percent Number Voted: 1,591
board representation by company executives, For: 1,591
potential conflict of interest due to other Againot: 0

directorships or employment and classification of
the company directors.

Number Voted: 2,471
For: 1,899
Aganot: 572




3. Compensation Plans: (Stock Options, Incentive
Stock Options, Employee Stock Purchase Plans,
etc.) Corporations provide a variety of
compensation plans to keep executives, employees
and non-employee directors. A number of these
plans provide for the issuance of long-term
incentives to attract, reward, and retain key
employees.Compensation Plans are evaluated
based on CalSTRS’ Financial Responsibility

Criteria.

Number Voted: 1,128
For: 422
Againat: 706

4. Approve Merger/Acquisition-Management:
CalSTRS generally votes in favor of the
acquisition or merger of one company into another.

Number Voted: 529
For: 5249
Against: 0

5. Corporate Actions/Corporate Governance
Issues: These are issues related to mergers,
acquisitions, stock issuance, stock splits and
incorporation. CalSTRS generally votes in favor of
these proposals unless there is a compelling reason
not to cast a positive vote.

Number Voted: 555
For: 181
Againat: 579

California State Teachers’ Retirement System

6. Other-Miscellaneous—Management: CalSTRS
generally votes in favor of other miscellaneous
business recommended by management, but issues
are decided on a case-by-case basis.

Number Voted: 612
For: 558
Agatnot: 165

Cash Balance Benefit Program

The Cash Balance Benefit Program contributions are
invested at the direction of the Teachers’ Retirement
Board in internally pooled portfolios of the Teachers’
Retirement Fund. Sixty percent of the contributions
are allocated to the S&P 500 portfolio and 40 percent
to the Government Index portfolio. The CB Benefit
Program has ownership of units of these pooled
portfolios that reflect market fluctuations of
underlying securities on a daily basis. Income and
expenses are distributed to each pooled portfolio on a
pro rata basis determined by the number of units
owned as a percentage of the total units of the
portfolio.

Contributions in the CB Benefit Program began on
February 1, 1997. The investment value of those
contributions as of June 30, 2000, is $10.6 million.
For both portfolios, the combined total return for the
past year was 6.8 percent. Since their inception, these
portfolios have achieved a return of 17.4 percent. The
benchmark returns for the past year were 7.3 percent
for the S&P 500 and 5.5 percent for the Salomon
Brothers Large Pension Fund —Treasury.




ACTUARIAL

“The projected income stream from the contributions mandated by the Education Code
will be sufficient to pay the Normal Costs. In addition, the DB Program does not have an
Unfunded Actuarial Obligation as of the current valuation date.”

— Milliman and Robertson Inc.



DEFINED BENEFIT PROGRAM-
ACTUARY’S CERTIFICATION LETTER

MILLIMAN & ROBERTSON, INC.

Actuaries & Consultants

Internationally WOODROW MILLIMAN

Suite 2900, 111 S.W. Fifth Avenue, Portland, Oregon 97204-3690
Telephone: 503/227-0634
Fax: 503/227-7956

October 20, 2000

Teachers’ Retirement Board
California State Teachers’ Retirement System

Re:  Valuation of the Defined Benefit Program

Dear Members of the Board:

We have performed an actuarial valuation of the Defined Benefit Program of the California
State Teachers’ Retirement System as of June 30, 1999. In our opinion, the DB Program is
an actuarially sound system based on the current actuarial assumptions. Our findings indi-
cate the prOJected income stream from the contributions mandated by the Education Code
will be sufficient to pay the Normal Costs. In addition, the DB Program does not have an
Unfunded Actuarial Obhgatlon as of the current valuation date.

Actuarial valuations are normally performed every two years, as of June 30 of each odd-
numbered year. However, a special valuation was prepared as of June 30, 1998, which

indicated the Unfunded Actuarial Obligation had been eliminated.

In preparing the valuation, we relied upon the financial and membership data furnished by
the System, and the Report of Independent Accountants prepared by

PriceWaterhouseCoopers. Although we did not audit this data, we compared the data for this

and the prior valuation and tested for reasonableness. Based on these tests, we believe the
data to be sufﬁciently accurate for the purposes of our calculations.

Information presented included in this Actuarial Section of the 2000 Comprehensive Annual
Financial Report, including the following supporting tables, is based on information found in
our June 30, 1999 actuarial valuation report:

e Actuarial Assumptions and Methods
- Post-retirement mortality
- Probabilities of retirement
- Probabilities of withdrawal from active service
- Pay increases due to promotions and longevity
- Economic assumptions
- Mortahty assumptions
- Termination from disability
- Rates of disability
- Rates of termination

- Probability of refund
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e Analysis of Financial Experience

In addition, data for the fiscal year ending June 30, 1999, presented in Schedules I and 11, and
the summary of actuarial methods and assumptions in Schedule II of the Financial Section, are
based on information in our valuation report.

The Teachers’ Retirement Board has sole authority to determine the actuarial assumptions
and methods used for the DB Program. The Board adopted all of the actuarial methods and

assumptions used in the 1999 valuation.

The findings have been determined according to actuarial assumptions and methods that were
chosen on the basis of recent experience of the system and of current expectations concerning
future economic conditions. In our opinion, the assumptions used in the actuarial valuation
are appropriate for purposes of the valuation, are internally consistent, and reflect reasonable
expectations. The assumptions represent our best estimate of future conditions affecting the
DB Program. Nevertheless, the emerging costs of the DB Program will vary from those
presented in this report to the extent that actual experience differs from that projected by the
assumptions.

The actuarial valuation was prepared in accordance with generally recognized and accepted
actuarial principles and practices which are consistent with the applicable Standards of
Practice adopted by the Actuarial Standards Board of the American Academy of Actuaries.
In addition, the assumptions and methods used meet the parameters set for disclosures by
Governmental Accounting Standards Board Statement No. 25.

The undersigned is an independent actuary, a Fellow of the Society of Actuaries, a Member
of the American Academy of Actuaries, an Enrolled Actuary, and experienced in performing

valuations for large public employee retirement systems.

In conclusion, the DB Program of the California State Teachers’ Retirement System is an
actuarially sound system based on the current actuarial assumptions.

Respectfully submitted,

W

Mark O. Johnson, F.S.A., M.A.AA., E.A.
Consulting Actuary

California State Teachers’ Retirement System




DEFINED BENEFIT PROGRAM

Summary of Actuarial Assumptions
and Methods

CalSTRS, through its consulting actuary, performs an
experience study every four years to determine
appropriate demographic and economic assumptions.
These assumptions are then applied when the
consulting actuary performs an actuarial valuation to
monitor the funding status of the Defined Benefit
Program. The most recent experience study for the
period 1995 through 1999 was completed as of June
30, 1999. The study was adopted by the Teachers’
Retirement Board in February 2000. The most recent
actuarial valuation was completed as of June 30,
1999, and adopted by the Teachers” Retirement Board
in April 2000.

Following are the assumptions adopted by the
Teachers’ Retirement Board for this program.

® Investment return rate is 8.00 percent.

* Method used to value program assets for actuarial
valuation purposes: Expected actuarial value
adjusted for 33 percent of the difference between
actual market value and expected actuarial value.

e Assumption for general wage increase because of
inflation is 4.25 percent of which 3.5 percent is due
to inflation and .75 percent is due to expected
gains in productivity.

® The actuarial cost method used by the program is
the entry age normal actuarial cost method, with
actuarial gains and losses amortized over the
remaining period required for the amortization of
any unfunded actuarial obligation. Both are
combined and amortized over 30 years, which is
the board policy.

® The extent to which benefits are expected to
increase as a result of cost-of-living type
adjustments is 2 percent of the initial allowance
provided annually beginning on September 1
following the first anniversary of the effective date
of the allowance. Since 1971, this increase is
applied to all eligible continuing allowances and is
a provision of Part 13 of the Education Code,
which governs the program.

e The last study of the program's actual experience
was completed by the consulting actuary on
January 21, 2000 (as of June 30, 1999) and
adopted by the Teachers’ Retirement Board
February 3, 2000. All assumptions used in
subsequent actuarial valuations were provided by
that experience study. The most recent actuarial
valuation of the program was completed March 17,
2000 (as of June 30, 1999) and adopted by the
Teachers’ Retirement Board April 6, 2000.

Table 1 Post-retirement mortality table for sample ages

Age Male Female
50 0.19 % 0.12 %
55 0.32 0.19
60 0.56 0.34
65 1.02 0.67
70 1.80 118
75 2.85 1.83
80 5.02 3.78
85 9.42 6.50
90 14.75 11.63
95 23.36 18.62

1999 CalSTRS Retired-M 1999 CalSTRS Retired-F

Table 2  Probabilities of retirement for sample ages

Age Male Female
55 5.0 % 6.0 %
60 20.0 12.0
65 20.0 19.0
70 100.0 100.0
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Table 3 Probabilities of withdrawal from active service before

and service retirement for sample ages

Duration
Males

1
2

(S}

25
Females
1

2

(S}

27

12.5%
9.5
6.8
5.8
42
2.0

0.6
0.5

10.0%
8.3
75
71
5.8
2.0
0.9
0.7
0.6

Entry Ages-Female

32

12.5%

9.2
6.8
5.8
4.2
2.0
11
0.6

10.0%

8.3
6.5
5.6
4.2
1.7
1.0
0.9

37

12.5%

9.2
6.8
5.8
42
2.0
1.2

10.0%

75
5.5
4.5
55
1.4
0.9

42

12.5%

9.5
72
6.2
4.2
2.4

10.0%

6.8
5.3
4.0
3.0
1.6

Table 4 Assumption for pay increases due to promotions
and longevity for sample ages (exclusive of the
assumed general wage increase, which includes inflation)

Duration Under 25 25-29 30-34

1 6.1%
10 32
20 1.2
30 0.9

5.8%

3.0
1.1

0.7

Entry Ages
35-39
5.5% 5.4%
2.7 2.3
11 0.7
0.6 0.4

40-44 45&Up
54%  4.0%
22 1.6
0.7 0.5

California State Teachers’ Retirement System

Table 5 Economic assumptions

Past Revised

Consumer Price Inflation 4.5% 3.5%
Investment Yield 8.00 8.00
Wage Inflation 5.50 425
Interest on Member Accounts 6.00 6.00
Growth in Active Membership 0.00 0.00
Administrative Expenses 0.25 * 0.00 **

*Percent of payroll
** Provided by gross investment return

DISCUSSION OF RECENT CHANGES IN:

The nature of the program—Since the last experience
study as of June 30, 1995, program amendments have
been made that affect both the June 30, 1999
experience study and the June 30, 1999 actuarial

valuation. These program amendments, effective
January 1, 1999, include:

® Increased age factor for members who retire after

age 60

e Career factor for members who retire with more
than 30 years of service

e Service Credit for unused sick leave

Actuarial assumptions—The actuarial valuation
utilizes various methods and two different types of
assumptions: economic and demographic. Economic
assumptions are related to the general economy and
its impact on CalSTRS or to the operation of the
membership. Demographic assumptions predict the
future experience of the membership with respect to
eligibility and benefits and are directly related to the
specific experience of CalSTRS members.

Economic assumptions: The two major economic
assumptions are investment return and wage growth
and each is affected by the underlying assumed rate of
inflation. Tables 1-5 provide the economic actuarial
assumptions for this program as reflected in the most
recent experience study of the program (as of June

30, 1999).

Demographic assumptions: Tables 6-11 provide past and
revised demographic assumption information for this
program as reflected in the most recent experience

study of the program (as of June 30, 1999).




Table 6 Mortality assumptions

Past Revised

Retired Members
Male 1983 GAM-M (-3)
Female 1983 GAM-F (-1)

1999 CalSTRS Retired-M
1999 CalSTRS Retired-F

Active Members

Male 1983 GAM-M (-5) 1999 CalSTRS Retired-M (-2)
Female 1983 GAM-F (-3) 1999 CalSTRS Retired-F (-2)
Beneficiaries
Male 1983 GAM-M (-3) 1999 CalSTRS Beneficiary-M
Female 1983 GAM-F (-1) 1999 CalSTRS Beneficiary-F
Pre-1972 Disabilities
Male 1951 GAM-M (-1) 1951 GAM-M (-1)
Female 1951 GAM-M (-8) 1951 GAM-M (-7)

Table 7 Termination from disability

Past Revised

Male 1983 GAM-M (Min. 3.5%) 1994 GAM-M (Min. 2.5% with
select rates in first 3 years)

Female 1983 GAM-F (Min. 2.2%) 1994 GAM-F (Min. 2.2% with
select rates in first 3 years)

ACTUARIAL METHODS

Actuarial Cost Method  Entry Age Normal
Actuarial Cost Method

Asset Valuation Method Expected Value with one-
third adjustment to
Market Value

The Asset Valuation Method changed for the most
recent actuarial valuation, as of June 30, 1999. The
current asset smoothing method projects an Expected
Value of Assets using the assumed rate of investment
return, then one-third of the difference between the
Expected Value and the Market Value is recognized
in the Actuarial Value of Assets. The prior method
recognized one-fourth of the difference. The actuarial
gain due to the change in the asset smoothing method

1s $2.629 billion.

CalSTRS contracts for all actuarial services. The
current contractor, Milliman and Robertson, has been
the program’s actuary since January 15, 2000.

There are no other specific assumptions that have a
material impact on valuation results for this program.

The data displayed in Table 12 (on page 58) is as of
June 30 of the specified year. Other information,
specifically annual payroll amounts, reported in the
financial section of this report will generally not be
consistent. The reason for this is that the financial
data reflects payroll for all individuals who were
active during the year, while Table 12 only includes
those individuals who are active as of June 30. It does
not include those individuals who were active at some
point during the year but not as of June 30.

Amounts provided in Table 13 (on page 58) represent
the status of the population as of June 30 of the
indicated year. The information provided in the
Removed From Rolls and Rolls End of Year columns
include the application of the annual post-retirement 2
percent not-compounded cost-of-living adjustment.

The data provided for each year end in Table 13 is a
snapshot of the population taken following year-end
closing for the indicated period. It is likely
adjustments will be made subsequent to this closing.
No attempt is made to update the data in Table 13 for
these adjustments.

Because of the potential for post-closing adjustments
that are not updated in Table 13, and for post-
retirement adjustments that are included in the
individual accounts rather than separately maintained,
any update of a prior end of year total using additions

Table 8 Service retirement (sample ages)

Past Revised

 — Benefits |

Pre-1999 1999 Pre-1999 1999

Male

55 6.3% 4.3% 5.8% 5.0%

60 26.1 19.1 25.0 20.0

65 28.3 533 20.0 20.0

70 100.0 100.0 100.0 100.0
Female

55 6.8% 4.8% 7.0% 6.0%

60 19.8 12.8 22.0 12.0

65 24.6 49.6 18.0 19.0

70 100.0 100.0 100.0 100.0
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and deletions from the next year most likely will not
equal the total provided for the next year.

An experience analysis was performed for the
program in 1995 and again in 1999. As a result of the
performance of these studies, changes were made to

the actuarial assumptions and to the funding methods.

The following significant plan changes have taken
place during the time depicted in Table 14. These

program amendments, effective January 1, 1999,

include:

® Increased age factor for members who retire after

age 60

e Career factor for members who retire with more
than 30 years of service

e Service Credit for unused sick leave

The most recent actuarial valuation of the system (as
of June 30, 1999) determined there is no unfunded
actuarial obligation for this program. The prior
actuarial valuation (as of June 30, 1998) also
indicated there was no unfunded actuarial obligation.

With the exception of the actuarial valuation
performed as of June 30, 1998, actuarial valuations
are performed every two years to analyze the
sufficiency of the statutory contributions to meet the
current and future obligations of the program. By
using the actuarial methods and assumptions adopted
by the Teachers” Retirement Board, the actuarial
valuation provides the best estimate of the program’s
long-term financing.

Comparing the unfunded actuarial obligation as of
two valuation dates does not provide enough
information to determine if there were actuarial gains
or losses. The correct comparison is between the
unfunded actuarial obligation on the valuation date
and the expected unfunded actuarial obligation
projected from the prior valuation date using the
actuarial assumptions in effect for the period of
comparison.

Table 15 (on page 60) shows the actuarial obligation
and the elements to project that figure forward: the
normal cost, less benefit payments, plus a charge for
interest at the assumed rate. In addition, the table
shows actuarial gains, in parentheses, and losses by
individual component.

California State Teachers’ Retirement System

Actuarial gains reduce the unfunded actuarial
obligation as of the valuation date, and actuarial losses
increase the unfunded actuarial obligation. Most
actuarial gains and losses are a result of short-term
fluctuations in experience or changes in actuarial
assumptions. Because of the long-term nature of
actuarial assumptions, future patterns of emerging
experience may offset these short-term fluctuations.

Table 9 Disability

Rate of Disability (sample ages)

Past Revised
Coverage A
Male 30 0.03% 0.030%
40 0.08 0.081
50 0.16 0.159
Female 30 0.03% 0.030%
40 0.08 0.090
50 0.18 0.219
Coverage B
Entry Age Under 37 Entry Age Under 40
Male 30 0.07% 0.030
35 0.12 0.051
40 0.13 0.120
45 0.16 0.150
50 0.20 0.195
55 0.27 0.270
Female 30 0.03 % 0.030
35 0.05 0.051
40 0.09 0.090
45 0.14 0.141
50 0.23 0.231
55 0.32 0.318
Male 45 0.23% 0.196%
50 0.36 0.49% 0.288
55 0.46 0.80 0.390
Female 45 0.23% 0.231%
50 0.36 0.40% 0.360
55 0.46 0.60 0.459




Table 10 Withdrawal all terminations

Male

Duration
Male
1

(S}

25
Female
1

2

(S}

25

Probability of refund by sample durations of membership and sample entry ages

Duration

Male
Under 5
10

15

20

25
Female
Under 5
10

15

20

25

27

14.8%
8.8
6.8
5.8
5.0
25
13
0.8
0.5

14.8 %
8.8
77
6.8
5.9
25
12
0.9
0.8

27

100%
60
50
40
30

100%
40
35
30
20

14,117

32

14.8%
8.8
6.8
5.8
5.0
25
13
0.8

14.8%
8.6
6.8
5.8
5.0
2.2
1.2
0.9

32

100%
50
45
40

100%
40
35
25

Female

Past

Sample Entry Ages

37

14.8%
8.8
6.8
5.8
5.0
25
13

14.8%
77
5.4
4.4
3.8
1.9
12

Sample Entry Ages

37

100%
50
45

100%
40
35

28,460

Rates of termination by sample duration of membership and sample entry age

14.8%
8.8
6.8
5.8
5.0
2.5

14.8%
6.6
5.1
4.3
3.6
1.6

100%
45

100%

35

12.5%

9.5
6.8
5.8
4.2
2.0

0.6
0.5

10.0%

83
75
71
5.8
2.0
0.9
0.7
0.6

100%
40
40
35
20

100%
25
20
20
20

Revised

Sample Entry Ages

32

12.5%
9.2
6.